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A new report on the regional economy by the UN's Economic Commission for Latin America
and the Caribbean (ECLAC) shows that economic growth has slowed substantially this year in
comparison with 1994 as a result of the financial crisis that exploded in Mexico during the first
semester. The report, released in September, is based on economic activity throughout the region
during the first six months of the year. According to ECLAC, given the level of growth during the
first semester, by year-end 1995 the regional GDP is expected to slow to just 1.7%, down from a 4.5%
expansion in 1994 and about two percentage points below the average 3.6% expansion registered
during the 1991-1994 period. Taking population increase into account, per capita GDP will be nearly
stagnant in 1995.
The fall in growth is primarily a result of poor economic performance in Mexico and Argentina, both
of which suffered dramatic declines in GDP as a result of the currency crisis that exploded in Mexico
in late December. The Mexican financial debacle had a huge impact on the Argentine economy, and
a more moderate but still damaging effect on some of the other regional economies (see NotiSur,
01/12/95, 02/02/95, 02/23/95, 03/16/95, and 05/25/95). The Mexican economy slid into recession in
the first quarter with a decline in the GDP of 0.6%. In the second quarter, however, the economy
plunged into depression with a 10.5% drop in growth, leading ECLAC to predict a total contraction
of about 5% in the GDP during 1995. In Argentina, the economy also slowed substantially during the
first half of the year, although not as severely as in Mexico.
In the first quarter, the economy grew by just 2.6%, compared with a robust 9.7% expansion in
the same period in 1994. In the second semester, the economy registered no growth at all, leading
ECLAC to predict zero-level growth, at best, for all of 1995. ECLAC says that the other regional
economies, which were much less affected by the Mexican crisis, can be divided into various groups
in terms of growth, reflecting the increasing heterogeneity in the region at present. Only two
countries Chile and Peru will achieve growth rates above 7%. For Chile, that would represent an
important increase compared with 1994, when the GDP expanded by 4%. In Peru, it represents a
significant slowdown in the rate of expansion, since the Peruvian economy grew by a whopping 13%
in 1994, making it the most dynamic economy in the world last year.
Bolivia, Brazil, Colombia, Ecuador, and Paraguay, as well as several Central American and
Caribbean countries, are likely to see small declines in growth this year, generally less than one
percentage point, which means they will nonetheless have solid growth rates of between 3% and 5%,
according to ECLAC. The somewhat slower growth in these countries, however, is not the result of
the Mexican crisis, but rather is related to domestic issues, including political problems, stabilization
programs, and efforts to avoid unmanageable current-account deficits.
In Venezuela, meanwhile, the economy has continued in recession this year, although by year-end
1995 the decline in GDP is only expected to be about 1%, compared with a drop of 3% in 1994. And,
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in Uruguay which has been severely affected by the economic crisis in neighboring Argentina and
by the Uruguayan government's decision to launch a severe stabilization program this year the GDP
is expected to decelerate markedly from its 4% expansion in 1994 to between 0% and 1% growth this
year.
Given the regional economic slowdown, labor conditions for the region as a whole deteriorated with
respect to 1994 during the first half of this year. In some countries most notably Chile, Brazil, and
Colombia open unemployment did decline slightly. In Brazil, the unemployment rate fell from 5.4%
of the economically active population to 4.4%. In Chile, it slid from 6% to 5.7%, and in Colombia it
declined from 10.1% to 8.6%. But in Argentina, the unemployment rate mushroomed from 10.8% in
1994 to 18.6%. In Mexico, it grew from 3.6% to 5.8%, in Venezuela from 8.9% to 11%, and in Uruguay
from 8.5% to 10.5%. In the countries where employment contracted, the available data indicate a
downward pressure on real wages, according to ECLAC.
In Argentina, Mexico, and Uruguay, real wages fell between 1% and 5% in the early months of 1995
as compared with the first half of 1994. Moreover, even in those countries whose unemployment rate
fell in a context of higher output, wages grew at an uneven pace. In Brazil, for example, following the
increases seen in previous years, real wages in the formal sector fell 7% in Rio de Janeiro and 3% in
Sao Paulo in the first four months of 1995. However, in Sao Paulo industry the most modern sector of
the Brazilian economy wages continued to climb.
Notwithstanding the economic slowdown, ECLAC reports a substantial improvement in the region's
external accounts. For the first time since the beginning of the decade Latin America is likely to have
a positive trade balance in 1995. The merchandise trade balance, which had a deficit of nearly US
$15 billion in 1994, is expected to invert to a surplus of about US$8 billion this year, according to
ECLAC. These results were heavily influenced by changes in Mexico and Argentina. Mexico, for
example, went from a US$18.5 billion merchandise deficit in 1994 to a likely US$6 billion surplus in
1995. According to ECLAC, a substantial rise in the value of exports this year is the principal reason
for the improvement in the trade balance. Regional export income is expected to grow to US$220
billion this year, up from US$181 billion in 1994. That would represent a 20% increase, compared
with an average annual rise of 6% in the 1991-1994 period.
A marked rise in world prices for most of the region's exports largely accounts for the jump in
income. Of the 17 products whose prices ECLAC regularly tracks, the price of only three fell
during the first half of 1995: bananas, beef, and soy. Others rose at rates ranging from 4% for corn
and wheat to 30% for cotton. Copper, a key export product for several countries, rose 26%, and
petroleum increased by 12%. At the same time, imports rose at a much slower pace this year.
ECLAC estimates that the total value of imports will climb from US$194 billion in 1994 to about US
$211 billion this year, representing only an 8% rise, compared with an annual average increase of
17% between 1991 and 1994.
Given that payments on the foreign debt are only expected to increase from US$34 billion in 1994 to
US$38 billion this year, the regional current-account deficit is expected to drop to just US$30 billion
this year, down from US$50 billion in 1994. In fact, the region's total foreign debt is only expected to
grow by about US$11 billion this year to US$545 billion, reflecting the sharp contraction in private
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foreign loans to the region as a result of the Mexican financial crisis this year. As a result, the ratio of
regional foreign debt to exports of goods and services will fall this year from 276% to around 235%,
its lowest figure since 1980, according to ECLAC. A similar trend is expected in the ratio between
regional interest payments and exports of goods and services, since export growth will amply offset
the rise in international interest rates. Thus, ECLAC predicts the ratio will fall in 1995 for the ninth
consecutive year, to reach 17%, its lowest level since 1978.
Meanwhile, inflation throughout the region is expected to fall dramatically this year as a result
of the success of the Brazilian stabilization plan launched in mid-1994, which brought an end to
hyperinflation in that country (see NotiSur, 09/08/94, 09/29/94, and 10/27/94). According to ECLAC,
average annual inflation in Brazil has fallen from 930% in 1994 to 26% as of the 12-month period
ending in August 1995. As a result, on a 12-month basis, between August 1994 and August 1995
average regional inflation rates fell from 1,120% to 25%, the lowest level in the past 25 years. In fact,
six countries (Argentina, Bolivia, Chile, Guatemala, Nicaragua, and Panama) have had single digit
inflation in the past 12 months.
Another four countries (the Dominican Republic, El Salvador, Paraguay, and Peru) currently have
12-month rates of between 10% and 13%, and five are between 20% and 30% (Brazil, Colombia,
Costa Rica, Ecuador, and Honduras). Mexico, Uruguay, and Venezuela are the only countries in
which 12- month price rises currently exceed 40%. [Sources: Financial Times, 06/12/95; Reuter,
06/10/95, 07/24/95; Notimex, 07/19/95, 09/05/95; Economic Panorama of Latin America 1995 (UNECLAC), September 1995; United Press International, 07/11/95, 10/03/95; Associated Press, 10/05/95;
CEPAL News (UN-ECLAC), October 1995, November 1995; Inter Press Service, 11/08/95; Agence
France Press, 06/19/95, 07/28/95, 11/10/95]
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